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BEFORE THE ARIZON&$ OMMISSION 

Arizona Corporation Commission 
DOCKETED 

COMMISSIONERS 

GARY PIERCE, Chairman 
BOB STUMP 
SANDRA D. KENNEDY 
PAUL NEWMAN 
BRENDA BURNS 

IN THE MATTER OF THE APPLICATION OF 
SEMSTREAM ARIZONA PROPANE, L.L.C. ON 
BEHALF OF SEMGROUP CORPORATION FOR A 
LIMITED WAIVER OF THE AFFILIATED 

806 
INTEREST RULES PURSUANT TO A.A.C. R14-2- 

MAY 2 4  2012 

WAIVER APPLICATION 

(Expedited Consideration 
Requested) 

Pursuant to A.A.C. R14-2-801 , et seq. (the “Affiliated Interest Rules”), this Application 

is filed by SemStream Arizona Propane, L.L.C., a Delaware limited liability company 

(“SemStream Arizona”), on behalf of SemGroup Corporation, a Delaware corporation 

(“SemGroup”), for the purposes of obtaining a Limited Waiver of the Affiliated Interest Rules in 

connection with two categories of potential future transactions involving SemGroup’s non- 

Arizona subsidiaries. Specifically, commencing shortly and then continuing over the next 

several years, SemGroup is considering (1) moving some of its non-Arizona subsidiaries into its 

existing master limited partnership structure as well as (2) divesting itself of certain non-Arizona 

subsidiaries that are not part of SemGroup’s core business units. 

SemGroup’s wholly-owned subsidiary, SemStream, L.P., a Delaware limited partnership 

(“SemStream LP”), owns SemStream Arizona. SemStream Arizona is a “public utility,” as that 

term is defined in R14-2-801, which provides underground propane gas utility service to the 

public in and around Payson and Page, Arizona. Accordingly, SemGroup, SemStream Arizona’s 

indirect parent, is considered a “public utility holding company” under R14-2-801.4. 
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While SemGroup may be a party to the anticipated transactions, neither SemStream LP 

nor SemStream Arizona will be a party to, or will in any way be involved in, the transactions. 

Moreover, the transactions will have no effect on the operations of SemStream Arizona or its 

ability to continue to provide safe, reliable and adequate service to its customers. Therefore, this 

Application seeks a waiver of the R14-2-803 notice of intent requirements as they may apply to 

the transactions described herein. 

SEMGROUP AND ITS AFFILIATES 

SemGroup is a publicly-traded company (NYSE: “SEMG’) that provides gathering, 

transportation, processing, storage, distribution, marketing and other midstream services 

primarily to independent oil and natural gas producers, refiners of petroleum products and other 

market participants located in the Mid-Continent and Rocky Mountain regions of the United 

States and internationally. 

The SemGroup organization is comprised of numerous subsidiary entities. As the chart 

attached as Exhibit 1 indicates, SemStream LP is only one of more than a dozen first-tier 

SemGroup subsidiaries. Many of these first-tier subsidiaries own and control additional lower- 

level subsidiaries. 

DESCRIPTION OF THE TRANSACTIONS 

SemGroup is currently contemplating six transactions, which separate into two 

categories, that may be completed over the next five years. 

The first category consists of five transactions (the “Rose Rock Transactions”) in which 

SemGroup may transfer already existing subsidiaries into its recently formed master limited 

2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2c 

21 

22 

23 

24 

partnership structure known as Rose Rock.’ The existing SemGroup subsidiaries that may move 

into or within the Rose Rock structure are: White Cliffs Pipeline, L.L.C.? Glass Mountain 

Holding Co. (currently a wholly-owned subsidiary of SemDevelopment, L.L.C.); SemGas, L.P. 

and its wholly-owned subsidiaries; SemGroup Europe Holding, L.L.C. and its wholly-owned 

subsidiaries; and SemCanada 11, L.P. and its wholly-owned subsidiaries. As was the case in the 

original creation of Rose Rock, these Transactions could involve the creation of additional 

lower-level subsidiaries in order to implement the transfer to the Rose Rock structure. See 

Docket No. G-20471A-11-0393. However, no assets of, or ownership interests in, either 

SemStream LP or SemStream Arizona will be transferred in any of the Rose Rock Transactions. 

Also, the SemGroup to SemStream LP to SemStream Arizona line of organizational structure 

will be unaffected by these Transactions. 

The sixth transaction is the potential divestiture of certain subsidiaries that are not part of 

SemGroup’s core business units or mission (the “Non-Core Transactions”). Specifically, 

SemGroup is contemplating divesting itself of SemMexico, LLC and SemMexico Materials HC 

as well as their wholly-owned subsidiaries. These companies, which are currently wholly-owned 

subsidiaries of SemMaterials, L.P., are engaged in the asphalt business. These companies are not 

part of SemGroup’s core business units nor do their asphalt operations fit within SemGroup’s 

midstream business mission. No assets of, or ownership interests in, either SemStream LP or 

SemStream Arizona will be transferred in these Non-Core Transactions. 

~~ 

Creation of the Rose Rock structure was the subject of a prior waiver application filed by SemStream Arizona on 1 

October 26,201 1 ,  which waiver became effective by operation of law on November 28,201 1 pursuant to R14-2- 
806.C. 

White Cliffs Pipeline is already located within the Rose Rock structure. The anticipated transaction will merely 
reposition this entity within the Rose Rock structure. 
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BENEFITS OF THE TRANSACTIONS 

SemGroup believes that the Rose Rock and Non-Core Transactions will make the 

company stronger and better capitalized, which will benefit all of its subsidiaries, including 

SemStream Arizona. More specifically, the Rose Rock Transactions will enhance the value of 

the assets contributed to the master limited partnership structure by moving them to a more tax- 

efficient entity and will give SemGroup greater operational flexibility. Meanwhile, the Non- 

Core Transactions will allow SemGroup to focus its resources on the organization’s growth in its 

core areas, including midstream operations. The asphalt activities simply do not fit within 

SemGroup’s business plan. 

EFFECT OF THE TRANSACTIONS IN ARIZONA 

There will be no change in the ownership of SemStream Arizona or its immediate parent, 

SemStream LP, as a result of the Transactions. As noted above, SemStream Arizona’s ultimate 

parent, SemGroup, will be a stronger and better capitalized entity following both sets of 

Transactions. None of the contemplated Transactions will involve a financing commitment or 

requirement on the part of SemStream LP or SemStream Arizona. Accordingly, none of the 

assets nor the equity capital of SemStream LP or SemStream Arizona will be pledged, 

encumbered or otherwise affected. The Transactions will not change the current method of tax 

allocation to SemStream Arizona. The Transactions will have no impact on SemStream 

Arizona’s access to, or cost of, capital - SemStream Arizona will continue to have the same 

access to funding from SemGroup as it does now. 

Further, the Commission will retain all of its current regulatory authority over 

SemStream Arizona. The Transactions will not impact SemStream Arizona’s customer service, 
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levels or any other operational matters. Finally, there will be no change in SemStream Arizona’s 

current rates, terms and conditions of service as a result of the Transactions. 

WAIVER CONSIDERATIONS 

In addition to the lack of negative impacts on SemStream Arizona, waiver of the 

Affiliated Interest Rules is also appropriate in connection with these Transactions in light of 

SemStream Arizona’s role in the overall SemGroup organization. Many of the Transactions do 

not involve SemGroup first-tier subsidiaries such that notice under R14-2-803 is not necessary. 

Moreover, even assuming that the Rules require notice of each contemplated Transaction, that 

requirement is onerous on both SemGroup and the Commission given that SemStream Arizona is 

so far removed from and will be untouched by the Transactions. 

In SemStream Arizona’s recent rate case, Robert Gray of the Utilities Division explained 

that, given the size of the SemGroup organization, it could be burdensome to require 

Commission approval for SemGroup transactions that have little or no relevance to the Arizona 

ratepayers: 

The situation presented by SemStream Arizona and its parent companies is 
different than most affiliated interest situations which have previously arisen 
under the Commission’s affiliated interest rules. In most previous cases, the 
utility under the Commission’s jurisdiction is a significant, and often dominant, 
part of the overall corporate entity. In such situations, the affiliate interest rules 
help protect ratepayers against poor decisions by the jurisdictional utility in 
becoming involved in outside ventures that may not be related to its core utility 
business. In contrast, SemStream Arizona is a tiny part of the overall SemGroup 
family of companies. SemStream Arizona’s total revenue between its Payson and 
Page Propane Divisions is less than $10 million according to those divisions’ 
2010 annual reports filed with the Commission. In contrast, SemGroup had total 
revenues of approximately $7 1 8 million in 20 10, according to SemGroup’s 20 10 
annual report. 

In a situation where the jurisdictional utility is a very small part of the overall 
company and there are many other parts of the company that are involved in 
businesses unrelated to the jurisdictional utility, it could become burdensome and 
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awkward for the jurisdictional utility to file with the Commission under the 
affiliated interest rules every time another part of the overall company undertakes 
an action such as those contemplated in the affiliated interest rules. On the other 
hand, the Commission has a vested interest in being aware of activities in the 
larger company which would in some way impact the Commission’s jurisdictional 
utility. 

Direct Testimony of Robert Gray, January 16,2012, p. 11,l. 21 - p. 12,l. 15, Docket No. G- 

20471A-11-0150 (emphasis supplied). 

SemStream Arizona and SemGroup agree with Mr. Gray’s analysis. Waiver of the 

Affiliated Interest Rules should be granted for transactions, such as the Rose Rock and Non-Core 

Transactions described herein, that do not involve the Arizona utility and have no negative 

impact on the Arizona utility or its ratepayers. Accordingly, a Limited Waiver of the Affiliated 

Interest Rules is appropriate and should be granted. Also, because SemGroup may need to move 

forward with some of the Transactions this year, we request that the Commission consider this 

Application on an expedited basis. 

WHEREFORE, having fully stated its Application, SemStream Arizona, on behalf of 

SemGroup, requests that the Commission, either affirmatively or by operation of law pursuant to 

R14-2-806, grant a Limited Waiver of the Affiliated Interest Rules in connection with the 

SemGroup Transactions described herein. 
cc! 

RESPECTFULLY SUBMITTED this 23 day of May, 2012. 

G A L L A W R  & KENNEDY, P.A. 

Je iferb. Cranston 

Phoenix, Arizona 850 16-9225 
Attorneys for SemGroup Corporation 

25 t 5 East Camelback Road 
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Original and 13 copies filed this 
4 q d . y  of May, 2012, with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Copie of the foregoing delivered 
t h i d d a y  of May, 2012, to: 

Commissioner Gary Pierce, Chairman 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner Bob Stump 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner Sandra D. Kennedy 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner Paul Newman 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner Brenda Burns 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Steve Olea, Director 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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Bob Gray 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Charles Hains 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Wes Van Cleve 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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VERIFICATION 

I, Candice L. Cheeseman, declare the following: 

I am the General Counsel and Secretary of SemGroup Corporation, the parent 

company of Applicant in this matter, and am authorized to make this verification. I have 

personal knowledge of the facts stated in SemStream Arizona Propane, L.L.C.’s 

Application on Behalf of SemGroup Corporation for a Limited Waiver of the Affiliated 

Interest Rules Pursuant to R14-2-806, and, to the best of my knowledge, information and 

belief, such facts are true. 

I declare, under penalty of perjury, that the foregoing verification is true and 

correct. 

Executed this &day of May, 2012. 

SemGroup Corporation 

By: 
Candice L. Cheeseman 

SUBSCRIBED AND SWORN TO before me this Z z d a y  of May, 2012. 

My Commission Expires: 

21 221 2014 
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